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Celia Nogales 1275 Pesnsyhvania Avenue. NV Suite 407 EX PARTE OR LATE F"_ED PACI Flce:% TELESIS
Federai Regulatory Relations Washington, D C. 20004 Group -Washingion
1207} 383-6423
RECEIVED
WRET EL L OODY nai
May 26, 1994 DC I ALOR I B i.:yg ‘Y h’%ﬂ‘iGLNAL MY 2 6 m‘
FEDERAL COMMMICATIONS COMMISION
OFFICE OF SECRETARY

EX PARTE

John Morabito

Policy and Program Planning Division
Federal Communications Commission
1919 M Street, N.W., Room 544
Washington, D.C. 20554

Dear John:
Re: RM-8221, fetition of CFA and NCTA for Rulemaking
CC Docket No. 87-266, Telephone/Cable Cross-Ownership

Pursuant to Andrea Kearny’s request, enclosed are several pages from an order issued
by the California Public Utilities Commission (CPUC) in its price caps proceeding,
Alternative Regulatory Frameworks for Local Exchange Carriers, Decision 89-10-031,
adopted October 12, 1989. In its Interim Decision the Commission stated that the
indexing and sharing mechanisms included in the framework create sufficient incentives
for Pacific Bell to make prudent investment decisions. The Commission also stated that
these mechanisms adequately protect ratepayers from poor choices. In addition, cost
allocation and tracking mechanisms protect competitors from cross-subsidization and
predatory pricing activities. The Commission concluded that no pre-approval of
network investment is needed.

In that proceeding, the CPUC specifically declined CCTA’s proposal to require
infrastructure investment preapproval for placement of fiber. The CPUC, however, did
require that LEC:s file for authority prior to making any investment in fiber beyond the
feeder. In Pacific’s current loop modernization effort, the plant beyond the feeder is
coaxial cable not fiber. The Commission has been apprised of our plans. I've also
enclosed pages from a subsequent proceeding which established the definition of feeder
facilities.

Two copies of this notice are being submitted to the Secretary of the FCC in
accordance with Section 1.1206(a)(1) of the Commission’s Rules.
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Please contact me should you have any questions or require the full text of the orders
discussed above.

Sincerely,

Attachments
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Limo)."
ww.n EXEMPTIONS

901 — BYWIITTENREQUEST if,in»
particuler case, enanpdoq from dmy of these
roles and regulstions in desised, :a writién
request may be mede 1 the Commission fos
such exemwption: Such s requiest shall be sccom-
pmied by a full sistement of the ciaditions
mm;-ﬂﬁenmnhdonwjnnlyte
exempiion. I is 10 ba wnderstood thet any
enemplion 3o granied shell ba limited to the par-
ticuler case covered by the requese. -

(END OF APPENDIX B)
APPENDIX C
15. (Rule 15) Conienus.

AW spplications shall siste clestly and con-
cisely the suthorization or relief sought; shall
cite by sppropriste reference the statutory peovi-
sion of ether suthority under which Commis-
sion suthosizstion or relief is sought; and, in
eddition W specific requirements for particular
types of applications (see Rules 18 dwough 41),
shall state the following:

(2) The ensct legal name of aach lnlm
and the locstion of principel place of business,
and if an epplicant is a corporsion, trust, asso-
cision, or other organized group, the State

undet the Jaws of which such applicam was -

created or organized.

(h) The name, title, lddrm and mhphone
number of the person 0 whom correspondence
or communications in regard o the epplication
az¢ 0 be addressad. Notices, orders end ather
pepers may be served upon the person so
named, and such service shell be deemed to be
service upon spplicant.

(c) Such sdditional information as may be
requiged. by the Commission in » particular pro-
ceeding.

(d) Applications for ex parte sction shall
sct forth the basis for such request, and thase
seeking the granting of relief pending full hear-
ing shall set fordy the necessity (or such relief.

(¢) In addiion 1o otherwise complying

42

with these rules, each spplication for awtherity
w abendon passenger siage service, or 1o
reduce sarvice o less than ome trip per day
(excluding Ssturdey and Sunday), shall include
the following eahibits, except thel passenger
Hage corporefions operating solely intrastale
are exempied from this requirement:

- NOTE: I more dham one point, roue, or
routé segment is incheded in the spplication, the
indicsted dete we 10 be separaicly stated for
each point, rowie, or route segment

““Exhibit 1. Points and Routes Affected — 2
lisl'.g of points, rowtes, and rowe segmenis w

be sbandoned, including identificalion and 2
m::cn'mn of any other passenger gans-

service svailsble st the points or along
the routes affected.

Exhibit 2. Maps — maps 1o scale showing
esch point, route, and route segment 10 be aban-
doned.

Exhibit ). Timetables — copies of curvem
and proposed timetables covering the affocted
points and routes.

Exhibit 4. Awhority — copics of curem
and prapased certificate asuvhoritics covering the
affccicd points and rowtes,

Exhibit 5. Traffic — waffic datz for o
recent sepresenisiive period, showing numbers
of injgesise snd intrastate passengers (by

. clnlm il maore then one type of icker is

sold) destined W wd originating from each
poist ‘W pe sbandoned; also pickage express
shipments similarly suied.

Exhibit 6. Fares and Rates — description
of the fares and rates applicable 1o the affecied
services.

-Enhibit 7. Revenues — calculation of the
anusl intersiate and  intraviale passenger,
express, end other revenues which accrue as 2

‘result of the service 10 be shandomed, along

with an explanation of how the revenues were
calculacted and of any assumptions underlying
the calculations.

Enlibit 8. Operaling Statistics — calcula-
tions of route miles, annual bus miles, and
schedule operating time 1o be eliminacd for
cach point, route, ot youle scgment to be aban-
doned.

Exhibit 9. Expenses — calculation in the
Uniform Sysiem of Accounts for Common and

CALIFORNIA PUBLIC UTILITIES COMMISSION — 33 CPUC 24

Conwact Mowos Carviers of Passengevs, of the
varisble costs of operating each affected sa-
vice, with an expisnation of how the costs were
calculated, and of any assumptions uaderlying
the calculations (assumptions should be consis-
tent with those used to calcubate revemses). Aay
labor costs included shall llso be separtely
identified and described.

Exhibit 10. Financial Assisiance —
description of any presernt operating subsidies
or finamcial assistance spplicable to the affected
scrvice, including  idestiheation of source,
amownts, dusation, and any significant werms or
conditions spplicable; also description of amy
proposah or discussions with respect to operal-
ing subsidies or financial assistance which have
occurred duting the year preceding e filing of
the applicaiion.

Exhibit 11. Additional Evideace — sy
additiona) evidence or legal argumenm appRcant
believes to be relevant 1o the spplication.

(END OF APPENDIX C)
FOOTNQOTES

‘Chau 8 permils are restricied to 40-mile pickup
and Clas: P peamits sre reswicied 1o 50-mide pickup.

Subsequently rcleiicred 13(e) by D.47-04.072
on April 22, 1981,

D. 89-10-029, A. 89-09-010
(October 12, 1989)

Order apptoving a proposal by Pacific Gas &
Flectric Co. (or an invesiment management
agrcement with RCM Cxpiu_l Managemers,

D. 89-10-030, A. 89-05-026
(Ociober 12, 1989)

Cenificare granted 1o WTG-West, Inc., o oper-
e as o facilities-based intesLATA telecom-
municalions camer.

Re Alternative Reguiatory
Frameworks for Local Exchange
Carriers

Decision 89-10.03)
1. 87-11-033 etal
107 PURM |

Re Pacific Bell
Decision 89-10-031
Application 85-01-024
107 PUR4 |

Re General Telephone Compmy of Celifornia
Decision 89-10-031
Application §7-01-002
107 PURA4th |

Californis Public Utilitiss Commission
October 12, 1989

INTERIM-opinion edopting an incentive-based
reguiaiory framework for the sete’s two largest
local exchange telephone carriers, centered on o
price cap indexing mechanism thet would pro-
vide for 2 S0/30 sharing betwean ratepayers and
sharcholders of excess eumings above an initial
benchmark rate of .retum, and & 100% assign-
ment 1o retcpayers of excess eamings shave s
second, higher benchmark retm rate. Addl-
tionally, monopoly local cachange services are
ordered unbundled, enhanced sevvices are
treatad "below the line,” and conditions ere out-
lined by which Aber-cplic services may be
offesed thraugh the local network.

I. PUBLIC UTILITIES, § 117 — Public service
regulation — Telmoommunications — Local
exchange cuviexs,

(CALJ [n sdopiing a new regulataty
framework for Jocal exchunge ielephone cax-
riers (LECs), it was in the public interest o par-
sue development of o single unified framework

4
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exchmge carrier would wish lo pursue these
activities f they are not profitable. As a result,
inclusion of these miscellancour revenues in the
sharing  calcelation  would  reasonably
encoursge these activities and provide denefits
w both shareholders amd ratepayers. We
conclude that GTEC's proposed tresument of
these activities is remsonable.

i. Cost Allocation for Below-the-Line Sar-
vices

[43-45) DRA and seversl other parties
urge adoption of ¢ cost allocation methodolegy
for services excluded from the basic shasing
cajovlation which uses fully allocaied embed.
ded cosis based on the FCC's Part 64 rules;
ather suggestions range from use of incrememial
costs (the FEAs) t0 use of siand efane coss
(TURN and CBCHA). Pacific and GTEC have
srgued thel any comprehensive cost allocation
requirements would he burdemsome and
inefficient; GTEC is prrticularly opposed 10 the
use of fully allocsted costs on the basis that this
could discoursge the local exchange casviers
from developing mew network services wnless
they have a reasonsble assurance that the prod-
uct of service would generste cammings that
caver pot only all incremenul costs but also the
sllocation of the compeny’s commoa over-
heads.

We must admit skeplicism regarding the
implicit argument of Pacific snd GTEC thay,
sbeert 1 Commission-imposed requirement,
they would not irack the costs of their new ser-’
vices, Sound business practice would ceriainly
lead o fiem operating in & competilive arens
wack whether s particul veatwie is profiuable.
In ow view, it would be imporiant to detamine
whether competitive venhwes wre profilable
regandless of the regulsiory tresmenl Indeed,
the record shows that Pacific has an intermal
<081 sccounting system for new services already
in pieoc. Further, both Pacific and GTEC have
already implemenied Pant 64 accounting mes-
sures in response 0 FCC requirements.

We conclude in general thet s cost alloca-
tion methodology based on the FCC’s Pt 64
methodology is suraciive for several reasons.
While we might differ with the FOC regarding

the specific set of services o which Mese mles
should spply, implementation of the interstate
meshodology with cerisin madificstions on an
intrastate basis should be relatively easy and
inexpensive.

Aside from ease of impternentation, there
is & move Impormnt reason for uic of fully allo-
caed costs. Use of only incrumental costs
would allow all benefis due © network symer-
gies 0 accrue 0 sharcholders; on the ather
head use of sand slone costs (asswming they
cauld be determined) would give all the benelits
of symesgies 10 ratepayers. Despiic GTEC's
wamings abou: the dampening cffect of alloca-
tion of company ovethesds on the inoentives 1o
develop pew tachnologies, we doubt that ware-
gulated companies would enter into mew ven-
tures if ey only expected to cam reiums equal
to their incremental costs, as Pacific's witness
Harvis recognized.

We conclude that use of fully allocated
costs, which pass s shate of company over-
heads 1o the competitive services, is 3 fair allo-
cation of costs. Allocstion of & shaze of com-
pany ovetheads, while edmitiedly an imprecise
messure, would share the bemefits of network
synergies betwesn tatepayers and shareholders.
We do mot belicve it would valairly handicap
the local enchange casvier telative to other
potential competitors, who likewise nced 0
recover (otal casls 10 mainain profuability.
Indeed, we believe such a cost aliocation
coupled with below-the-line resimert would
pravide spproprisiz incenlives w0 lhe Jocal
eachange carriers 0 show prudence in entering
into compelitive ventuzes,

We note tht DRA recommends that the
Commission consides certain modificsions o
the FCC's Pan 64 cost allocation rules, How-
ever, Pant 64 cost aflocation manuals underwent
eniensive scmuliny before being adopied by the
FCC and we see no reason 1o question their rea-
sonableness. Becsuse of our desire o simplify
the regulatory process Lo the entent reasonable,
we would require 8 soromg showing that the
FOC’s Part 64 rules create unaccepuable resulis
for iptrasiste purposes before we would require
the utilisies to incur the additional expense and
complexity of keeping Iwo sets of books far this
purpose. DRA has not met this burden.
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We are aware, however, of two necessery
devidtions from the FCC’s curvent cost aliocs-
tion methodology. k is ow undersaanding that
the FCC’s Part 64 cost allocasion o momregu-
lsted services curremly aocurs before remsining
utility casts are subjected to jurisdictional sepa.

rations and. a3 & resull, that exisiing FCC seps. { sciting revenus levels in gemeral vele cases.

retions procoduses do not provide for the juris-
dictional sepasstion of costs of services which
the PCC deems 10 be nonregulated into imter-
staie and inisastate components. [n Nafional
Associgtion of Reguiatory Utility Comwnis-
sioners v. Federal Communications Convnis.
sion, No. 86-1678 (D.C. Circui¢, July 7, 1989),
howeves, a federel sppeals court reled that bocal
exchange carriers must subject all such costs o
Jurisdictional separsdons. We expect local

* exchange cerriers in Califomnis W revise theis

sccoumling records immediaiely @ camply with
this requirement.

The second devision from FCC-adopted
procedures lies i the pricing of nomariffed ser-
vices provided by o wiility 0 an a{filiste. While
Pt 64 rules require that such services be
priced a1 fully sllocsted costs, Commission pol-
icy is for the wility to price its nontariffcd ser-
vices provided o an offiliste ar the higher of
cost ar markel value. We will mainisin cusven
Commission policy in this regard.

With these two exceptions, we find

itin Section XI.

Both DRA and TURN propose the past
eapeaditures on compelitive services funded
ratepayers be identificd and recovered. (How-
‘ever, s GTEC has poimted out, the
does not reflect product development cosis in

While it mey be tue, as DRA witness Liw
alleges, thet some geneval resenrch achivitiss
with sacpayer funding have benefited new
competitive services, the fact dhal DRA could
not ideatily amy such instances mukes w deubt
the efficacy of pursming this maiter i work-
shops. We conclude that use of felly allocatsd
cotts sppropristely sheres sconomies of scope,
include those reslized in the past. wilh
xcpayess. Further, we agree with Pacific snd
GTEC that the simple {aci that ratepayess have
provided the revenues which e local exchangs |
carriers have then used, at theiw diacxetion, 1 |
develop new services in no way gives,
tuepayers an ownership intereat in the services. |
We conclude that te DRA and TURN propos-
als shovld not be adopwed. However, we stress
dnat Pacific and GTEC should isolets and treck
all fure development costs for pew services a3
soon as they are incured, so that they can be
removed from the sharing mechanism if below-
the. line restmemt is anthorized.

able and adopt the FCC's curvenily wrilten Pare
64 cost eflocation rules (47 Code of Federal
Regulations § 64.901) as well as the cott mama.
als cwrently adopted by the FCC for Pacific
(Exhibit A-18) snd GTEC (Exhibit A-136) for
use &t (his ime Lo separate costs hetween regy-
lated and nonreguinied services > The Part 64
methodology should be applied using Pat 32
{Uniformn Systems of Acoounts) as modified and
adopted by this Commission. As discussed in
Section X1, procedures will be develaped
through workshops (or ongoing monitoring of
the cost allocstion process o ensure coniinued
reasonableness.

DRA dso recommends that costs be
wacked on s service-specific basis. (Pan 64
does not make s distinction amang services bul
vather separstas the costs of all nonregulated
services as & whole from cthes utility costs.) We
view this a3 2 monitoring propossl end discuss

} Preapproval of Uhility Investments

(46, 47] The package of indering md shas-
ing mechanismy developed thus (a7, coupled
with below.the-line tremment of speculative
new services and fully competitive services,
chvistes the need for ceviein other protective
mechanisms proposed by some of the perties.
We believe thar the indexing and sharing mech-
snisms create sufficiont incentives for Pacific
and GTEC w mske prudemt invesument deci-
sions and elso prolect ratepayers sdequately
from poor choices. The cost allocstion and
tracking mechanisms also protect competiorn
from cross-subsidization and predaory pricing
activities. For these ressons, we conclude that
no Commission preappravel of nelwork invest-
ments is needed s proposed by CCTA and
CPIL. no benchmuk peformewe indices wre
trequised 85 proposed by CPIL, and no separaie
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profit ceniar is needed a3 proposed by DRA.
Similarly, we believe thst the indesing snd
sharing mechanisms also provide sufficient
assurance thel investments to provide now-cost
effechive services would nat be dissllowed in
the fotwe 30 that no explicit approval of
Pacific’s proposed infrastructire impiovements
or of DRA’s recommended “societally bene-
ficisl” invesiments is required.

However, we believe that Pucific’s pro-
posal w0 invest $404 millien duwough 1992 ©
upgrade its neiwork Ywrowgh reptacement of
clecwo-mechenical wnd electronic switches and
associsied anslog carrier intevolfice facifithes is
an important and necessary sep (ully consistemt
with ow commiunen 1o maintain and imprave
telecommunications yervice in Califomis yo thu
all ratepayers can pariicipate lully in the Inlor-
mation Age. To this end, we agree that place-
ment of the related 1990 expenses of 511 mil-
liom {shown in Exhibit A-23) in retes cammenc-
ing Jerumry |, 1990 is reasonable; we will so
provide.

We do amt reach similar conclusions
regarding Pacific’s proposal o perform o fiber-
to-the-home Keld trisl and © begin deployment
of fiber in the feeder infrastrucrure. While such
deployment may well be & wise invesiment, we
do nov wish (o prespprove it. Pacific may
chouse 16 mske such investmentis st its owg
expense and risk. As discussed in Section X},
Pacific will be required 1o receive Commission
suthorizetion prios 10 making any invesiments

in fiber beyond the feeder system (oiher than

small mials).

We view DRA's capitel hadgeting com-
pact proposal a8 2 monitoring program. As
such, it is discussed in Section XI where we
conclude thet ongoing monitoring of the uiili.
ties’ investments i3 in the public inlerest even in
the absence of a preapproval requitement.

3. Conclusion

Now that we have {ormuiaied a price caps
spproach which would constrain the local
exchange casvier's profits duough mnnual rate
updates coupled with 8 shafing mechanism, we
compare it o tradidonst rate-of-rerum regula-
tion which sccomplishes dhe same thing

through the direct esusblishment of overalt reve-
nue levels, 10 assess which approach is likely to
perform better in meeting owr overal! regulaiory
goals in s balanced mannct.

We believe that the incentive-based frame-
work we have developed is yuperior o the wadi-
tionsl method of sctting wqmu revemue
levels for local exchange casmiers in severa)
respects. There is no doubt that it provides bet-
te1 incentives 10 the focal exchange casier o
puisue ils operations in a more efficiens manmer,
While some parties have argued that the cwrrent
system peovides adequate incentives, it is »
simple fact that stromger incamlives result in
more efficiest operations. Further, because the
new regulatory frumework provides its incen-
tives in & way which shases dve resulting cost
savings belween sharcholdess snd raiepayers,
both those groups and socicty as 3 whole
benefit from the new approach.

Under the wadisional regulsiory approach,
the primary incemives jor productive efficiency
aze that (1) sharehalders benefit from any cost
reductions for s short while until the neat raie
case incorporates the savings into ils forecasts
for wpcoming operstions aad (2) mansgemens
faces the prospect that the Comuwission may
discover and penalize the utility for impoper
opcrssions. Under the altermative approach, the
utility is st risk or stands o0 benefit from ol
invesiment and operaling decisions, with the
risk (or benefit) heing loss (or gain) of 100% of
the amount et stake i overall camings levels mre
belaw the benchmark rate of retum, and 30% il
carnings are between the benchmark and cap
rates of return. The new framework would also
pwt the ytility a¢ sisk for all posential losses from
speculative services, Further, the risks are clexr-
aut end do not depend on regulatory detection
and idervention: the utility is st risk for afl
invesiment and operating decisions.

The ahemative spproach we have formu-
lated takes special care in maintaining this clear
vignal of on-going risk, by including protections
against results that ase 50 Far from what could
he cxpected in & competitive markes that futwre
reguliors migt be tlempied 10 modify the
framework cither indirectly by lesing the
entreme profil levels (either high or low) sway
their judgment in updates of the productivity
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target oc adjusiments due 10 exogenous factors,
or more dicectly by explicit modifications 10 the
reguistory framework. These self-correcting
mechanisms include regulsr updaies of the
infletion index and productivily target, updates
of the benchmark ruics of retam wheaever
specified  imterest rateaa  fluctuale by
predeiermined Jevels (see Secrion IX.AS), an
camings casp on overadll proft levels from
services subject w the shuring mechanism, and
an earnings floor which would slow dve utility
W request that the Commission reevalusie the
infistion index or produclivity larget We
conclude thet this package provides reasonable
assurance that the mgulsiory framework will
continue 10 opersic as formuleted and that the
utility will bear Ffull respomibility for s
operations,

Overall we conclude that the sliernative
regulstory Ramework, which relics on market
forces and the utilities® poal of meximizing
sharcholder value, providcs s better package of
inceniives fos elficient operstions than does tra-
ditional rate of-recam regulation which relies
insicad on short lerm guins and regulatory
detection of inefficient operations.

The package of indexing and sharing
mechanisms slhio encourages sppropriswe tech-
nological sdvance and full wiilization of the
local eaxchange network. The elimination of the
requirement that investments be justified in reg-
ulstary proceedings, with the possibility of
disallowances through rate reductions, should
encourage the loca] eachange carviers o sggres-
sively pursue new (echnologies and services
which would ke f{uller advamiage of the
economies of scale and scope inherent in the
locel exchange network. We conclude thes the
incentive based regulsiory framework s tikely
io perform beiter then waditional regulstion in
meeting these two goals.

We lock next at the gool of avoidsnce of
cross-subsidies and other anticompelitive
behavior. While we believe il beneficial both o
vatepayers and society as 8 whole {or the utili-
tes 1 be sllowed 10 compete in the develop-
mem of new services, this is eue only if such
competilion i3 not unfsirly subsidized at the
cxpense of basic rstepayers. As seversl parties
note, most of the steps which the Commission

can ke 1o meet this goal lie in the realm of rate
desiga and thus can be accomplished indepen-
dently of the meihod by which revenue levels
are set; the suggestions along those lines were

" addsessed n Section VILA, In establishing s

new (ramewark for allocating risks and updst-
ing vates, we have incorporesed two seps whick
protect egainal anticompelitive behavions: we
requize that services such o8 cuveruly sutho-
vized cahanced services which are speculative
or risky be given below-the-line weattnent with
strict cost accoumiing requirements based on
fully allocated costs and we require that oll ses-
vices for which the wtility maintains suhesntiel
market power be subject 5o & rats (or raie band}
indexing mechanism. These requirements alfo-
cale a fir shere of common cosia (o speculative
services, prevent basic ratepayers om bearing
the risks of such services, and prohibit the
divession of monopaly profiis 10 suppert the
services. To the eatent that the locad exchmge
cerTier pussues price culs as & competiGve erst-
egy. they will be funded by carnings etherwise
svailable {or shareholders; this makes predetory
pricing & much more leaucws pmpasiton for
local exchange caricvs. We note that below-
the-line weatmant could aiso be required urdes
1atc-of-retum regulation and thet imposition of
ihe indering requirement merely substituies for
wadiionsl reguletion which would establish
cach rate disectly. We comclude thai the slierma-
tive framework i bikely w perform s well as
raditional regulation in preventing amicompeti-
Live behavior.

We believe that the new famework would
provide reasomeble (evels of finmncial sbility
to the locs] exchange curiers twough a resxon-
sble balancing of risks and rewasds. Whils there
is greater risk due 10 dhe elimination of genaral
rate cases which typically paas trough ﬂ“‘
the wtility’s cosis direcly w customers,
is also the possibilicy of greater profit hvetn.
The indening and sharing mechaniyms provide
the wility with the opportumity to cam profit
levels above those normally amocisted with
regulated monopoly operations if i cantaine its
costs and operaies eficienty. Below-the-line
weatment of speculative services puie the udlity
at complete financial risk for the success of
these services while allowing it to benefit from
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ind compare appropriste sexvice quelity
measurements before end sflier implementation
of the incentive-based regulitory frameworiks.
We have provided other memns fov either the
uiilities or other petie 0  propose
reclassification  of  services among the
caiegonies; us o resull, Whis topic need not be an
isswe in the 1992 review. In Seciion XIA we
have specified that the sdopied monitaring and
reporting requiremients should be reenamined s
put of the 1952 review. The need for 2 sharing
mechanism should alse be sddressed.

On » trosder basis, Pucific sd GTEC
shouid address the extemt 0 which the adopizd
regulaiory framework has mel exch of the
Commission’s regulsnry goals s et fordh in
Section VI, They may also propose any other
sdjustments w the regulsiory framewark which
they believe should be made. Unless (here is
some change in the statutory sudit requirement,
we smlicipate that another review would be
scheduled for 1993: the wtilities shauld discuss
what lapics would be epproprisie for Gt
review, DRA should report the results of the
audit of the utilities’ books, address the utiitities’
Glings, and make any other recommendstions it
views approprisie. Other puties will be
sfforded a folt opportunity w parlicipste in the
1992 review,

2. New Services

Paciic and GTEC recommend thel new
services be introduced thuough advice letter
filings. DRA submits st the utility shouid
notify the Commission about any new service
as soon as development beging, i the service is
deemed w0 be appropriste for the monopoly side
of the jocal exchange cervivy, it could be ofTered
through an sdvice letter Rling.

Elsewhere in this decisian we have pro-
vided that, o requesting suthority 1o offes 8 new
service, whe uiility should demonswsic thet the
new yervice complies with the unbundling, non-
discriminslory  eccess, imputation, and tate
syucture principles adopted in this decision.
The wiitity should also praopose its calegoriza-
tion for pricing purposes. il requesting fexible
pricing, the uility must prapase u csp, s floos
based on an estimate of embedded costs, and o

carent rale. The utility must also propose
whether the service should be inchided in the
tharing mechansm o1 instead receive below-
the-line wreatment.

Wsiliies cuyrentdy propose mew sevvices,
except erhanced services and BSEs, through
the advice lemer process set owt in General
Order 96-A. This process sppears 0 work faisly
well and will be continued for all new services
encept those discussed below,

Pacific has 10 daie requesied swthorily o
provide embanced services and BSEs through
spplications. Given the amount of controversy
which these filings have genersed, we wre not
preparad ot this time to mave o the sdvice letter
process for fetare hlings of this nsture. We con-
clude that applicslions processed umder the
Enpedited Applicatdon Ducket proceduee would
provide a reasonable balance beiween the neod
for reasonsble speed in processing such
requests and the need for imcrested pasties to
understand the wiilities’ proposals and provide
input in the decision making process. We con-
clude that the Erpedited Application Dacke
process should be used for requests for author.
ity o offer enhancad services, BSEs, and any
Rew services companable 0 BSEs which might
be offered due o the uabumdling principles
sdopted today. If protests arise such that hear-
ings sre requiwed, we eapect that the filings
would be considered under notmal application
procedures,

(63-65) [ix]) The possibility that the local
exchangs carriers might begin construction of
fibey facilities to residential cusiomer premises
engendered much comtrovarsy in Phase 1.
While Pacific limited its request for approval 1o
insiall fiber in the local loop primasily 1o the
feeder infrasruceswe (with only o small fiber.
w-the-home field wisl), CCTA fears that this is
merely the first stzp in conswuction of monop-
oly ratepayer-funded fiber facilities capabie of
delivering cable television sevvice. Because of
the magnitude of invenment needed W offer
new services dependemt on s fiderio-the
customer infrasinuchrre, a3 well 3s possible
techaical fasues, we require the locel eachange
carriers lo file spplicstions for suthority 1o offes
such sevvices prior to making mny invesiment in
fiber beyond the feeder syswem, other than
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small-scale trials or fiber which the Commission
has found to be cost effeciive in the provision of
traditional jocal enchange carvier servicea,

A local eachange cwrier may request such
a cost-effectiveness determination Uwough the
Expedited Application Docker procedure, No
cost-eflectivensss determinution is required for
& local exchange cmvier's provision of Gber
omic [aciliies w & 1pecific business property
wheve the customer bears the full cost of the
instaliation. Also excepted from this applicwion
requirement are truly excepiional circumaances
where unusual physicel conditions such a3 o
high waier table or isolated rural facilities with
very long distribution circuits meke the use of
fiber clessly more practical and efficient than
the sliematives, so long a the deployment of
fiber does mot connoct disectly o the customer
service drop. In such cases the local exchange
carier will be required to natily the Commis-
sion through ea advice leser under the terms of
General Ovder 96-A, served on ol pasties in
1.87-11-033. ¥ substamiive prbiests arise, we
may require that such requasts be exemined fur-
ther in an Expedited Application Docket.

in #ts comments on the ALI's proposed
decision, CCTA 2130 is concerned that absenrt s
clearty siated definition of “[eeder,” a local
cachange currier could tres all facilities as far
as the connection 1 individual “service drops”
digecdy connecling W customer premises as
“feeder,” thus effectively efiminating any Com-
mission review. While this term of st was used
frecly in Phase U withow definition end without
controversy, we sgree that & clewr and corcise
definition. of "feeder™ should be established st
this ime 0 avoid Ister conroversy if differing
interpretations arise. Parties are allowed 10 file
comments on the following propused definition
no Jatet than November 2, 1989:

“Generally, locel exchange camier aw-
side plant is divided into {eeder cable, diswi-
bution cabie, and drops. Feeder plant con.
accts 2 local sxchange carrier’s cenwal office
a1 remole wire center 10 s dintribudion poing,
such as & remow tenninal unit or serving arce
nterface, from which individual circuits are
connected o customer service drops deliver-
ing service direcily to 8 customer premises,

ally spesking, diswibwtion plast is ini-
tidly insulled ot the capacity (aumbey of
lines) it is ultimetely intanded ®@ serve, while
feeda plan is periodically reinforced w0 sdd
capacity a3 new customers (end their corre-
sponding distribution plet end dreps) e
sdded 1o the network. Feeder plani is usually
naot cowniected dizectly to custamer drops.”

Reply comments are 0 be flod ne loter
an November 14, 1989. We will isgus ¢ doci-
shorly theresfiar to resalve this isswe.

). Paific's Proposal for Intevim Tariffs

Pucific calls for spproval of interim tariffs
for mew services, the repackeging of existing
services, and establishing Aoors for fleaibly
priced services pending the resoluion of any
potese  Pacific proposes thet sach  wrilly
become effective on an Buerim basis 40 days
after the date they were fled, even if protested,
unless the protesting party cen demonstale
irreparable ham. Pacific submits that under the
currenl process the mere sct of protesting can
delay inwoduction of 3 new product into the
marketplace and provide compedon additional
lime @ prepue themselves (o erisy of the mew
product. Pecific submits that such uss of the
tegwlatory process is especially insppropriate in
an increasingly competitive enviromment. In its
view, sffowing new larifls 0 become effective
on mn inteim basis uniess the protasting pant
demonswrates irvepmiable harm wowld protect
competitors since protests would still receive
sppropriste Coramission considevation,

Pucific whmits tha there is no statutory
requicesment that the Commission susperd a
proposed tariff or conduct s hesring merely
becawse a protest has been filed, nos w there o
staritory  prohibition  egainst Commimsion
approval of wriffs on & conditional or interim
basis. Pucific contends that the relovent PU
Code provisions sre all parmissive snd provide
that the Commission may considet protests and
may conduct a hearing. Noz does Pacific aes
any such requirements in Genersl Ovder 96-A
or the Commission's Rules of Practice aad Pro-
cedure.

DRA argues that Pacific’s propesst bs
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1.

ORDER

XT IS ORDERED that:
The ordering paragraphs of Decision 91-03-020 are hereby

vacated, and the definition of local exchange telephone utilities’
"Feeder" facilities shall hereafter be as follows:

2.
building"

"Generally, local exchange carrier outside plant
is divided into feeder plant, distribution

lant, and drops. Feeder plant connects a

ocal exchange carrier’s central office or
remote wire center to & distribution point,
such as a remote terminal unit, a terminal for
a large building, or serving area interface.
At the distribution point, individual circuits
are connected to distribution plant and
customer service drops delivering service
directly to a customer premises. Generally
speaking, distribution is initially installed
at the capacity (number of lines) it is
ultimately intended to serve, while feeder
plant is periodically reinforced to add
capacity as new customers (and their
corresponding distribution plant and drops) are
added to the network. Peeder plant is usually
not connected directly to customer drops."”

For purposes of this definition of "Feeder," a "large
will mean:

a. For large buildings serving commercial
customers a size of at least 10,000 square
feet, or a service irement of 50 access
lines or their equivalent, or five PBX
trunks or their equivalent.

b. Por large buildings serving residential .
customers e¢ither a size of at least 15,000
square feet or any sexvice location where
the residential customers’ service ‘
requirements exceed 50 access lines or
their equivalent.

c. For large buildingt serving & combination
of residential and commercial customers a
size of at least 15,000 square feet, or a
service requirement of 50 access lines or
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their equivalent, or five PBX trunks or
their equivalent.

This order is effective today.
Dated November €, 1991, at San Francisco, California.

PATRICIA M. ECKERT
President

JOHRAN B. OHANIAN
DANIEL Wm. FESSLER
NORMAN D. SHUMWAY
Commissjioners
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